International 
Marketing Information 
Series 


yr am 


Foreign Economic Trends 
and Their Implications 
for the United States 


76-101 


LUXEMBOURG 


August 1976 


Frequency: Annual 
Supersedes: 75-098 


‘repared By 
American Embassy 
Luxembourg 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 
U.S. Department of Commerce 
Domestic and International Business Administration 
Bureau of International Commerce 





KEY ECONOMIC INDI 


All values in million Luxembourg fran 


INCOME, PRODUCTION, EMPLoyMENT = 177° 1°78 


GNP at current prices 69720 80805 

GNP at constant prices 60921 62992 
(1970 = 100) (2) 

Per capita GNP, current prices 198 226 

Private consumption 37600 44067 

Government (current) 7920 9417 

Gross investment (current) 19200 2ELUS 

Unemployment 43 8 

Unfilled job offers 405 583 

Total active population (abs) 146800 150500 

Industrial employment (abs) 71400 64000 

Wage earners in steel industry 21600 24756 

Crude steel (1000MT) 5925 6448 

MONEY AND PRICES (3) 

Public debt outstanding 16398 16406 
Domestic L3820 13600 

National Bank Discount rate Vedo Vee 

(percentage) 
Consumer Price Index 135.48 148.41 
(1965 = 100) 

GOVERNMENT FINANCE 

Total Receipts 22752 20208 

Total Expenditures 19725 20057 


Total surplus (deficit -) 3027 +151 





NDICATORS - LUXEMBOURG 


rancs unless otherwise stated (1) 
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1973 1974 


FOREIGN TRADE (4) 


Exports 58082 75179 
EC share (percentage) 76.1 76.9 
US share (percentage) Sale 4.3 

Imports 1722 67862 
EC share (percentage) 92.8 93.2 
US share (percentage) 2.8 Zed 

Balance of Trade 6370 7317 


Main exports to the US (1975) steel and other met 
Main imports from the US (1975) transport equipme 
135 million FLux, machinery 307 million FLux, and 


Footnote: (1) The Luxembourg franc-dollar exchan 
period so that any conversion of Luxembourg figur 
(2) Base year changed from 1965 to 1970. Hencefo 
(3) As there is a unified currency for Belgium a 
exist (bank discount rate raised to 7% in 3/76). 
(4) As Luxembourg trade statistics are subsumed 
Luxembourg Economic Union, these are only estimat 
M = Meaningless. 

The Luxembourg franc is equal in value to the Bel 
in Luxembourg.) The following exchange rates hav 
Fr 44.81=$1; 2/14/73-12/31/73, Fr39.45=$1 (averag 
1975, Fr36.78=$ll(average) . 
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metal 1011 million FLux. 
pment 987 million FLux., plastic materials 
and textiles 423 million FLux. 


hange rate varied significantly during the 
gures into dollars would distort the data. 
eforth 1975 will be used as the base year. 
m and Luxembourg, no separate monetary data 
). 

ed in the official data for the Belgian- 
mates. 


Belgian franc (which is also legal tender 
have prevailed: 12/20/71-2/13/73, 


rage); 1974, Fr38.95=$1 (average) ; 





LUXEMBOURG 
SUMMARY 


Luxembourg has enjoyed many years of continuing growth 

at an average rate of 3.5 - 4% and of increasing pros- 
perity culminating in the boom year of 1974. 1975 came 

as a jolt to the Luxembourg economy which registered a 
7.7% fall in Gross National Product. Steel is the dominant 
industry in Luxembourg and the sudden, severe plunge in 
European steel sales accounted for 75% of the local 

share in the overall recession affecting the Western 
industrialized world. 


Thus far in 1976 modest signs of improvement in vdélume 
and prices have been noted for steel. Luxembourg's other 
industries have already emerged from the slump and are 
returning to their recent growth pattern.An overall 
growth rate of 3% is projected for 1976, just slightly 
below the Common Market average. 


The international financial institutions located in 
Luxembourg enjoyed a banner year in 1975,but 1976 promises 
even greater success. Luxembourg's importance as an 
international financial center seems secure and is the 
nation's leading growth industry. Approximately 80 inter- 
national banks are established here. Luxembourg is one of 
the leading centers for Eurocurrency and Eurobond markets. 


Inflation reached a national high of 10.7% in 1975, but 
is expected to slow somewhat in 1976. Local wages are 
indexed to increases in the cost of living. 


By all touchstones, Luxembourg is one of the most pros- 
perous countries in Europe. As a nation which imports 
virtually all its consumer goods, it offers attractive 
trade opportunities for quality products. The high invest- 
ment ratio of its industries, particularly steel, also 
presents possibilities for US equipment manufacturers. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Review of Luxembourg Trade and Economy 


Luxembourg is centrally situation at the heart of the 
European Common Market. As a consequence of its location, 
Luxembourg's trade is heavily concentrated with its 
neighboring countries, namely Germany, Belgium and 
France. These three countries alone account for 63% of 
its exports and 85% of its imports, with the Common 
Market as a whole accounting for 76% of its exports and 
92% of its imports. As a small, albeit dynamic trading 
nation, Luxembourg is vitally dependent on the economic 
health of the major Western European economies and has 
virtually no influence over international economic 
events. After many years of continuing growth at an 
average rate of 3.5% and of increasing prosperity cul- 
minating in the boom year of 1974, 1975 came as a rude 
shock to the Luxembourg economy which registered a 7.7% 
drop in GNP. 


The overall recession in the Western industrialized 
world, which started in late 1974, struck the construc- 
tion and automobile sectors particularly hard. These 
industries are the principal buyers of steel, and steel 
still dominates the Luxembourg economy. The sudden, 
severe plunge in European steel sales directly accounted 
for 75% of the reduction in Luxembourg production. Although 
other sectors in the European and local economies have 
bottomed out and show signs of recovery, steel is still 
sluggish. Fortunately, steel prices have improved. 
Luxembourg steel production fell 29.5% in 1975 and the 
negative effect was aggravated by a fall in steel prices 
between 20 - 40%. The problems of the steel industry are 
revealed in the 16.9% drop in exports in 1975. 


An economic upturn in Luxembourg is now not expected 
before late 1976 in the wake of the leading European 
economies of Germany and France. The expected GNP growth 
rate is 3%, only slightly below the EC average. The non- 
steel manufacturing firms located in Luxembourg, such as 
Goodyear, Dupont and Monsanto, which contribute 20% of 
total industrial production, seem to have pulled through 
the recession and are resuming more normal production 
rates. The relatively recent banking sector promises to 
post a record year in 1976 and should increase Luxembourg's 
importance as an international financial center. Nonetheless, 
barring a sudden and unexpected upswing in the steel 
industry, return to the pace of growth registered in 

recent years and recovery of GNP lost in 1975 will be a 
slow process. 





Because of Luxembourg's policy of full employment, 
consumer spending and, therefore, imports were maintained 
at virtually the 1974 level. This produced a rare, but 
Manageable balance of payments deficit. Expected increases 
in exports in 1976 should bring the balance of payments 
close to equilibrium. 


Inflation and Competitiveness 


As elsewhere, inflation emerged as a concern in 1974 and 
1975. The recently introduced system of wage indexation 
is seen as a local contributing factor beyond the general 
effect of Western inflation. The inflation rate probably 
peaked in 1975 at 10.7% and should subside slightly to 
9.9% in 1976. This places Luxembourg near the average of 
Common Market inflation rates, but substantially above 
the 6% of its major customer, Germany. The Government and 
local businesses are quite conscious of the potential 
threat high costs pose for competitiveness, and control of 
inflation is a top priority. 


OUTLOOK FOR 1976 AND IMPLICATIONS FOR THE UNITED STATES 


Despite the setback of 1975, Luxembourg retains one of 
the highest standards of living in Europe. The local 
economic miracle from 1968-74 which contributed so much 
to the conspicuous prosperity of the country came to an 
abrupt halt in 1975. Lost gross national product from 
the recession will probably not be recouped before 1980. 
Nonetheless, the basic soundness and efficiency of the 
economy is unquestioned. If the spiral of wage costs is 
slowed, the traditional high productivity and excellent 
labor-management relations in Luxembourg industry should 
succeed in maintaining an enviable standard of living. 


Luxembourg entered the recession after the larger 
European nations and will also have to live with a lag 
in emerging from it. Distinct improvement should be 
evident, however, late in 1976. 


Virtually all consumer goods and most food products are 
imported. Given the country's open trading policies and 
its per capita income, Luxembourg is an attractive market 
for selected US products. Its small size combined with 
traditional retailing methods placed limits on possible 
sales volume in the past. In recent years, the establish- 
ment of large shopping centers geared to higher and 
faster turnover has chanced the tone and pace of mer- 
chandizing. Optimal outlets for selected US goods, such 
as a large supermarket chain, seek to deal with exporters 





directly rather than through third country intermediaries. 
A Belgian or French middle man's markup often enough will 
render the price of US goods uncompetitive. 


Owing to a chronic labor shortage (30% of the work force 
is foreign), Luxembourg industries are highly capital 
intensive. Its key industry, steel, has maintained the 
high record which has kept this private sector competitive. 
New rolling mills and an iron ore slurry line are up- 
coming industrial capital investments. A nuclear power 
plant is the major planned public sector project. 


US imports have been increasing, although only 3.2% of 
the Luxembourg total, and both the industrial and 
consumer fields offer sales opportunities for alert and 
energetic American exporters. 


US Investment Opportunities 


Direct US investment in Luxembourg is estimated at $350 
million dollars. At a per capita rate of $1000, Luxembourg 
has perhaps the highest US investment abroad. Such major 
US firms as Goodyear, Dupont and Monsanto have production 
facilities in Luxembourg. Because of the prevailing tight 
labor market, opportunities here would realistically be 


limited to small-to-medium size new plants. The Govern- 
ment encourages, and is willing to offer certain tax 

and infrastructure incentives to companies with a capital- 
intensive investment and high export value production. 
Soaring labor costs during 1974-75 have somewhat diminished 
the attractiveness of Luxembourg for new US investment, 

but this is not a unique situation in Europe. Countering 
this are a strike-free economy, political stability, and 

a central location within the European Common Market. 
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AND COMPETITIVE TRENDS 


This important new periodical pro- 4 Economic Prospects And Recent Trends 
vides comprehensive, up-to-date : 


statistical information for the 
United States and its seven prin- 
cipal industrial competitors — 
France, Federal Republic of 
Germany, Italy, Netherlands, United 
Kingdom, Japan, and Canada. 


2 Changes in Key Competitive Indicators 


3 Basic Data For Indicators 


Data are presented in four sec- 
tions. 4 Notes And Sources 


International Economic Indicators and Competitive Trends is a valuable reference for 
business analysts, economists and others who wish to assess the relative competitive 
position of the United States. Attractively presented tables, charts, and text provide 
a clear and easily readable source of the latest statistical information. It may be 
used for an overall view of international trends, or as a basis for more detailed anal- 
yses of the economic situation in the major industrial countries. 
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